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The function of monetary policy, as one important instruments to control 
economy, is that the central bank can achieve some important economic targets by 
controlling money supply, interest rates and other financial variables. These economic 
targets consist of economic growth, full employment, price stability and international 
balance of payments. Because there maybe different market economy, different 
financial openness and different economic structure in different countries (regions), 
there are different effects by using monetary policy to control economy in different 
countries (regions). China is a developing country in which there are the imperfect 
market economy, dual economic structure and the liberal financial market.  
Compared with the developed countries, it is necessary to consider chinese own state 
as using monetary policy to control economy. Undoubtedly, it is very important for 
studying the effectiveness of chinese monetary policy to consider financial opening 
and structural change. 
Firstly, the paper reviews the related literature and analyses the conditions and 
characteristics of chinese financial opening and structural change. Secondly, the paper 
theoretically analyzes the effects of chinese financial opening and structural change 
on the effectiveness of monetary policy, based on which a basic model starts with a 
open economy in which two productive sectors exist. Lastly, the paper empirically 
analyzes the effects of chinese financial opening and structural change on monetary 
policy transmission mechanism, instruments and ultimate objectives by the use of 
vector autoregressive correction model, cointegration test, vector error model, impulse 
response function and variance decomposition.  
There are three main conclusions in the paper. 
The first conclusion refers to the effects of financial opening and structural 
change on chinese monetary policy transmission mechanism. Because of the influence 
of financial opening and structural change, the output effect of the other three 
channels are strengthened except the capital asset price channel. The credit 
transmission channel, the most important means to control chinese economy, is most 















exchange rate channel can control economy more obviously. 
The second conclusion refers to the effects of financial opening and structural 
change on chinese monetary policy instruments. In terms of the economic effect 
caused from the shock of the monetary policy instrument, whether which is the out 
effect, the price effect or the monetary effect, the financial opening and structural 
change have a biggist influence on the open market operation. From the efficiency of 
the monetary policy instrument, the open market operation can most effectively 
control the output fluctuation and the price fluctuation, the legal deposited reserve rate 
can also control the price fluctuation most effectively, and the benchmark lending rate 
can control the money supply most effectively, so the open market operation is most 
effective in all monetary policy instruments. 
The third conclusion refers to the effects of financial opening and structural 
change on chinese monetary policy ultimate objectives. The financial opening and 
structural change weaken the direct effect of the money supply on the output and 
strengthen the indirect effect. The indirect effect is the structural effect of chinese 
monetary policy which refers to the fact that the central bank can promote the transfer 
of rural surplus labor by excessive expansion of money supply, which is a important 
cause of economic growth. The financial opening and structural change weaken the 
adjustment of the price level. 
There are some innovations on the research perspective, research methods and 
conclusions of this paper. Firstly, the research perspective of this paper is unique 
because of the research of monetary policy’s effectiveness in the context of chinese 
financial opening and structural change. Secondly, the paper adopts the method of 
closing the transmission channel to study the efficiency of different monetary policy 
transmission channel. Lastly, there are the third main innovations on the conclusions 
of this paper: the financial opening and structural change can strengthen the output 
effect of most transmission channels ,but not the price effect; the financial opening 
and structural change have a biggist influence on the open market operation,and the 
open market operation is most effective in all monetary policy instruments; The 
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